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Knighton Award
for Auditing

Audit receives recognition

The Office of the Metro Auditor was the recipien
Small Shops by Association of Local Government Auditors (ALGA). The winning audit

is entitled OAffordable Housing Bond Preparednes
Guidance to I mprove Bond Operations. o6 Auditors w
the ALGA conference in Dallas, Texas in May 2022. Knighton Award winners are

selected each year by a judging panel of peers and awards are presented at the annual

conference.

Metro Accountability Hotline

The Metro Accountability Hotline gives employees and citizens an avenue to report misconduct,
waste or misuse of resources in any Metro or Metro Exposition Recreation Commission (MERC)
facility or department.

The Hotline is administered by the Metro Auditor's Office. All reports are taken seriously and
responded to in a timely manner. The auditor contracts with a hotline vendor, EthicsPoint, to
provide and maintain the reporting system. Your report will serve the public interest and assist
Metro in meeting high standards of public accountability.

To make a report, choose either of the following methods:

Di al2®8%84860 (toll free in the U.S. and Canada)
File an online report at www. metroaccountabil



600 NE Grand Ave
Portland, OR 97232-2736
TEL 503 797 1892, FAX 503 797 1831

Br i an Evan
@Metro Metro Audit

MEMORANDUM
August 18, 2022

To:  Lynn Peterson, Council President
Shirley Craddick, Councilor, District 1
Christine Lewis, Councilor, District 2
Gerritt Rosenthal, Councilor, District 3
Juan Carlos Gonzalez, Councilor, District 4
Mary Nolan, Councilor, District 5
Duncan Hwang, Councilor, District 6

From: Brian Evans, Metro Auditor
Re: Audit of Portlanddéd5 I ntergovernmental Agree

This report covers the audit of Portland5 Inte
determine if oversight of IGAs that impact revenue and expenditure were effective. It assessed the
governance structures created by IGAs and how they impact capital planning and spending priorities.

The audit found governance structures were difficult to navigate. The audit identified examples of
unclear or unmet requirements, interpretation, and informality related to reporting, inventory, and
insuring the buildings. Il n addition, informat.i
None of the information reviewed during the audit provided assurance that there is reliable information
and a common understanding about the cost of P

One potential root cause for these challenges was that IGAs have priorititedrsbeer longerm

needs. New strategies were need#8dalteddbusiness p P65
activities and created an uncertain financi al
during the audit that may i mpact operations, i

support for local arts organizations and diversity, equity, and inclusion efforts.

We have discussed our findings and recommendations with Marissa Madrigal, COO; Steve Faulstick,
Gener al Manager of Visitor Venues,; and Robyn W
acknowledge and thank all of the employees who assisted us in completing this audit.
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Summary

Intergovernmental Agreements (IGAs) are contracts between governments.
They are intended to define roles and responsibilities when public services
are shared between different jurisdictions. Three IGAs gave Metro
management responsibility and finan
the Arts (P&65).

Effective governance structures outline responsibilities and rules, provide
oversight, and support information sharing. Ideally, these elements would be
clearly addressed in IGAs. This was not the case.

One potential root cause was that IGAs have prioritizectsimorover

longterm needs. Because IGA governance structures were complex,

direction was unclear for managing some financial and reputational risks,

i nformation to prioritize invest men
new strategies were needed to help

We found examples of unclear or unmet requirements, interpretation, and
informality related to reporting, inventory, and insuring the buildings.

Refining processes to carry out these requirements will increase consistency,
better manage risk, and ensure the expectations of all IGA parties are clear.
l't will also put PG65 in a stronger
IGAS.

Because IGAs did not provide clear direction for taking care of the

buildings, we sought to determine if sufficient and reliable information was
available to plan for and address F
was insufficient. It differed between sources and was difficult to interpret.

As a result, it was hard to tell if capital improvement plans were based on
identified needs.

Although the amount and timing of capital spending went mostly as

planned, none of the information we reviewed during this audit provided
assurance that there is reliable information and a shared understanding
about the cost of P65 building defi
Metro | eader s, | GA partners, and th
needs are being addressed. Reaching agreement on what information will be
used to prioritize capital investments will be important before pursuing
potential funding sources.

We recommended documenting practices to manage financial and
compliance risks and updating facility condition information to improve

Metrods capital i mprovement plannin
recommended developing strategies to manage priorities and allocate
resources among critical i ssues fac
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Background

Intergovernmental agreements (IGAs) are contracts between governments.
They are intended to define roles and responsibilities when public services
are shared between different jurisdictions. Metro is responsible for managing
and operating Portlandd5 Centers fo
City of Portland (City).

P65 operates five theaters in downt
Keller Auditorium,

Arlene Schnitzer Concert Hall,

Newmark Theatre,

Brunish Hall, and

Winningstad Theatre.

- -2 -2 -2 -2 QO

The City owns the theater buildings. They were built between 1917 and 1987
and host a variety of shows, such as music, dance, and lectures. Newmark,
Brunish, and Winningstad are housed in one building (Hatfield Hall).

Exhi bPtppler ated fve theaters in dowl
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Source: Auditords Office visualization of P65 f

P65 promot e dh swsree tsthroowsgh nits P65 P
included free summer performances.
private companies like Live Nation and nonprofit organizations. Nonprofit
clientsbenefited from reduced rental rates based on threessatent

companies, featurednprofit groups, and all other nonprofit groups.

Resident companies received the largest rentalkdtatgons. As of 2022,
there were five resident companies:
1 Oregon Symphony,
s Portland Opera,
v Portland Ballet Theatre,
s Oregon Childrends Theatre, and
s Portland Youth Philharmonic.

Office of Metro Auditor
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Three IGAs gave Metro management responsibility and financial support for
P65. These | GAs were devel oped over
governments. They included:
s Agreement Regarding Consolidation of Regional Convention, Trade,
Spectator, and Performing Arts Facilities Owned and Operated by the
City of Portland and the Metropolitan Service District (Consolidation
Agreement),
s Oregon Convention Center Intergovernmental Agreement (Lodging
Agreement), and
¢ Visitor Facilities Intergovernmental Agreement (Facilities Agreement).

Exhibit 2 Three | GAGp provided f
Consolidation| 1989/2013 1 Metro $814,794
Agreement s City of Portland
Lodging 1986/2020 s Metro $1,372,912
Agreement s Multnomah County
Facilities 2001/2019 1 Metro $750,000
Agreement s City of Portland
s Multnomah County

Source: Auditords Office analysis of | GAs.

The Consolidation Agreement transferred management responsibilities of
the Veterans Memorial Coliseum, Pro
a commission established under Metro. The Metropolitan Exposition and
Recreation Commission (MERC) was created as a result. The intent of the
agreement was to transition the management of regional spectator facilities

to one governing body.

The Lodging Agreement and the Facilities Agreement provided money from
Mul t nomah Countyds Transient Lodgin
and economic devel opment. PO05 was o
under these agreements. Other recipients included the Oregon Convention
Center and the Portland Expo Center.

Under the Consolidation Agreement, Metro was also assigned the
responsibility of a 98ear ground lease between the City and First
Congregational Church (Church). The Church owns the land where Hatfield
Hall was built. Among other things, the ground lease outlined the rent owed
to the Church for use of the land. Rent amounts were updated every five
years. In 2019, annual rent was updated to be about $315,000 which was
nearly double the previous amount.
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The Visitor Development Fund Services Agreement was an agreement
between Metro, the City, Multnomah County (County), and Visitor
Development Fund, Inc. It was formed to budget for and administer a
portion of the funds provided by the Facilities Agreement for regional

mar keting and tourism. |t did not p
create a board with authority to in
Management of P65 included a variet
buil dings and operated the theaters
Metrods General Manager of Visitor

and was responsible for setting the strategic vision and providing citizen
oversight of three Metro venues: the Oregon Convention Center, the
Portland Expo Center, and PO&65.

The City was responsible for appointing an advisory committee to advise

Metro on al l P65 matters. The Citydd
program was responsible for overseeingp@ited spectator and
performing arts facilities, includi

Exhi biQdge®ends Bn coordinaton among
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Source: Auditords Office analysis of | GAs, gr ol
Management of | GAs also involved se

Director was responsible for overal
requirements were carried by other parts of Metro. For example, because the
Facilities Agreement and Lodging Agreement were funding agreements,
Metrods Finance and Regul atory Seryv
managing funding aspects of the IGAs.

Office of Metro Auditor
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Under the Consolidation Agreement,
and worked with the City program responsible for overseeing the buildings.
The Lodging Agreement required Metro to report financial information to
the County Finance Director. A financial review team of Metro, City, and
County Chief Financial Officers (CFOs), and a separate board were tasked
with monitoring and advising on Facilities Agreement funds. The team and
board provided advice and recommendations to the County and had some
decisiormaking authority over funding. Metro was responsible for reporting
financial information to the financial review team and the board.

Most P05 revenue was generated from
and beverage sales, and space and equipment rent-T3ChAlRed
business activities and created an
2020, Metro closed the theaters in
order resulting from the pandemic. Event revenue dropped by about $6

million in FY 20120, and almost completely in FY 2R20In August

2021, P65 reopened, but there was |
fewer people spending money on concessions and merchandise.

IGAs provided another major source of revenue. From FY1B0bAFY

20202 1 , | GAs made up about 20% of PO5
funds were calculated using a base amount and adjusted annually for
inflation. Revenue from the Lodging and Facilities Agreements decreased
significantly in FY 20221 due to COVIBP19. Overall IGA revenue

remained steady, though, because of additional support provided by the City.

Exhibit -¥B9 redCda&/d Devent based reve
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Source: Auditords Office analysis of revenue d
*|GAs represent funding from the City and County

Expenditures were related to operating the theaters and taking care of the
buildings. They included salaries and wages and materials and services
needed to host events at PO5. Capit
to existing capital assets. Some building maintenance and repairs were

P’51GA 8 Office of Metro Auditor
August 2022



covered by materials and services and routine building maintenance was
provided by department staff. Transfers included payments to Metro for
P6506s use of internal services, |ik

Expenditures increased steadily between FY18(dad FY 20120.
Continued increases in FY 2@09were due to nearly a full year of normal
operations and large investments in the buildings. About half of the
expenditures in FY 2020 were related to building investments.
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In addition to managing financial disruptions, other organizational issues
were ongoing during the audit that
to start a visioning process for th
focusing on subsidizing resident companies to supporting more diverse
programming, such as education programs for schools serving higher
proportions of lowincome families.

Metro was also in the process of determining how recent changes to
accounting standards would impact how leased property was accounted for.
FY 202122 was the first year governments will be required to disclose the
value of lease agreements. Under the Consolidation Agreement, Metro had
responsibility for a 98ear ground lease between the City and the Church.
Preliminary information from Metr o0
' iability associated with the | easce
financial statements. Because of the length of the lease, the financial liability
may be significant which could have
actual amount of the liability will not be finalized until the external auditors
complete their work in the fall of 2022.

Office of Metro Auditor

9 P’5 IGA
August 2022



Results

Ex hi

We found IGAs lacked clear rules to operate the theaters and take care of
P65 buildings. Il n instances where r
found they were not always carried out as required by the agreements.
Authority for making and implementing decisions was not always clear.
Expectations for P05 performance we
structures were difficult to navigate.

Effective governance structures outline responsibilities and rules, provide
oversight, and support information sharing. Ideally, these elements would be
clearly addressed in IGAs. We found this was not the case. We needed to
review several IGAs, their previous versions, and other sources of
information to develop a comprehens
responsibilities for operating P05.

bit 6 Complexity made the g

Portland's

Source: Auditords Office summary of | GAs, gro
Tax Code.

One potential root cause for these challenges was that IGAs have prioritized
shortterm over longerm needs. When the Consolidation Agreement
transferred management responsibility of the theaters to Metro in 1989, it
was issued with urgency to align with the opening of the Oregon Convention
Center. The agreement focused on the technical components of the transfer,
such as how personnel would be transferred from the City to Metro. It did
not focus on how the theaters and buildings would be managed.
Amendments to the Consolidation Agreement have been primarily in
response to changes in other IGAs, or to transfer management of other City
owned buildings back to the City.

P’51GA
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Direction was
unclear for
managing some
financial and
reputational risks

The Facilities Agreement amendments generally focused on immediate
needs, such as replacement of the acoustical shell at the Schnitzer and work
that was planned for the Oregon Convention Center and Oregon

Convention Center Hotel. Lodging Agreement amendments were made to
better align with other agreements.

Because IGA governance structures were complex:
1. Direction was unclear for managing some financial and reputational

risks.
2.l nformation to prioritize investn
3. New strategies were needed to hel

As P3&5 continues to reope-h9itamlibeer r e
important to formalize internal processes to help manage through ambiguity
and thrive as a regional resource. This will be especially important as the
buildings continue to age, and if bonds are issued to renovate them.

Unclear provisions in some IGAs were subject to interpretation and unmet
requirements. This increased financial risk because informal agreements may
not be upheld if staff or leadership changes. It increased reputational risk
because IGA partners may base decisions on different assumptions
depending on their knowledge of prior agreements. Although Metro took
actions to reduce these risks, those efforts were not guided by formal rules.

A provision in the Consolidation Ag
to budget for and use funds the City provided. Half the money (about
$500,000 in FY 2021) was supposed to be spent on operations support

and the other half on capital support. These terms were undefined, which
caused challenges. It was also unclear if the assumptions that led to this
provision in the IGA were still relevant.

A series of emails were exchanged between Metro and City leadership in
2006 to clarify the use of these funds. The timing of these emails aligned

with a Metro audit that questioned how the funds were budgeted. It was also
referenced in a 2011 City audit and by Metro management during our

revi ew. However, P05 has changed ho
2006. More recently, the City has provided additional capital support for
specific projects.

We analyzed spending over the past seven years and it appeared Metro met
the intent of the | GA for capital [
could be interpreted as capital support far exceeded the funding provided by
the City to take care of the buildings. As the exhibit below shows, the

amount of funding provided by the City through the IGA and for specific
projects (solid blue line) was less than actual capital outlay and capital
maintenance expenditures (stacked green bars). This underscored the
importance of updating agreements to ensure expectations are clear about
who is financially responsible for maintaining the buildings.

Office of Metro Auditor
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Exhibit 7 Actual <capital expend
the City
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Metrods financial system (PeopleSoft). Adjustec

Another example where ambiguity required additional clarification arose

from the Lodging Agreement. In that case, Metro worked with the County to
clarify requirements about prevent:.
clarification was more formally documented in a memo, it was specific to the
impacts of COVIB19 and unclear how the agreement would apply in the
future.

The section of the Lodging Agreemen
outlined a base amount ($1.37 million) that was supposed to be adjusted
annually for inflation. In times of economic downturns, this amount could
decrease because the funding came from hotel and motel taxes. For example,
COVID-19 reduced tourism and fewer lodging taxes were collected. This
decreased the FY202QL amount P35 received to

The IGA did not specify if future adjustments would be based on the
reduced amount or on a minimum amount. Historically, adjustments were
made on reduced amounts. However, the reduction caused by-T3OVID

was more significant than those in the past. Under the IGA, we estimated
P65 would have received -@baodFY $2. 7
202526. Under the agreement documented in the memo, the amount could
be about $6.8 million.
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We also noted examples of unclear or unmet requirements, interpretation,
and informality related to reporting, inventory, and insuring the buildings.
Refining processes to carry out these requirements will increase consistency,
better manage risks, and ensure the expectations of all IGA parties are clear.
l't will also put PG65 in a stronger
IGAS.

The Facilities Agreement required Metro to report certain financial
information to the financial review team and the board responsible for
overseeing those funds. The Lodging Agreement required Metro to report
financial information to the County Finance Director.

Required information under the Facilities Agreement was not provided.
Specifically, Metrods reports | acke
assess the use of $921,000 for POS5
Financial reporting under the Lodging Agreement was adequate, but only
because the reports Metro provided under the Facilities Agreement
requirement included information about the Lodging Agreement funds and

the County Finance Director was part of the financial review team.

Al t hough P65 generally provided suf
committee established under the Consolidation Agreement, it infrequently
informed them about decisions related to rental rates and charges.

Increasing transparency about these decisions could help build trust and buy
-in when P85 has to make decisions
ensure revenues and expenditures are aligned.

Office of Metro Auditor
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It was also challenging to determine if Metro met the requirement for
providing an annual inventory of P&
Agreement, Metro was supposed to provide an annual report of capitalized
personal property to the City. This was not being done. But, Metro may still

be meeting the intent of the IGA.

In 2019, City staff informed Metro staff that the inventory would be

conducted every two years. This change to the IGA requirement was
communicated by email and was not approved by IGA oversight bodies.
However, the | GA also stated that N
conducted in a way that was substantially similar to how the City conducts

its own inventory.

In 2020, an inventory was not conducted due to CQ¥9IThis meant an
inventory had not taken place since 2018. Between 2016 and 2018, the
reported value of inventory increased by about $3.5 million. This suggested
the inventory from 2018 may underreport the value of certain City property.
Without an accurate inventory, it is more difficult to budget for
maintenance, replacement, and renewal.

Metro staff expressed interest in continuing to conduct the inventory
annually despite the Cityds request
have formal processes in place to ensure this happened.

Regardless of the frequency, the process of developing the inventory would
benefit from more formality. For instance, only certain property that could
be capitalized for accounting purposes was supposed to be included in the
inventory. Examples ranged from upgrades to lighting fixtures, to
remodeling parts of the buildings, to the buildings themselves. This property
typically has to meet certain requirements based on the type and value, but
requirements and interpretations varied.

Finally, the process for insuring the buildings was complex and would

benefit from additional clarity and formality. The Consolidation Agreement

and ground lease outlined requirements to insure the buildings and property
(property insurance) and events that happen in them (liability insurance).
Several insurance policies provided this coverage. These policies were
managed by P&5, Metrods risk manage
through Metrods independent insuran

Although Metro appropriately identified building values for its property
insurance, the process for developing those values needed improvement.
Specifically, the process was not formally documented, nor was it based on
regularly scheduled building appraisals. These practices had the potential to
undervalue the buildings.

Metro was also required to include the City and the Church as additional
insureds for property insurance. We found evidence these partners were
listed as additional insureds for liability insurance, but not for property
insurance. This put Metro at risk of not meeting IGA requirements and
could pose financial risks for all parties if they are not properly insured.

P’51GA
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Information to
prioritize
investments in P’5
facilities was
insufficient

to assess the con

Because IGAs did not provide clear direction for taking care of the
buildings, we sought to determine if sufficient and reliable information was
available to pl an
make capital investment decisions that are aligned witarigeglans so
that public services can be delivered. We found information was insufficient

for and addr ess

F

dition of PO5 capi
capital improvement plans were based on identified needs.

Governments should establish a system for assessing their capital assets and
then plan and budget for any capital maintenance and replacement needs.
The departments responsible for managing capital assets should help
determine the information to be tracked. Condition measures and

performance standards are part of an effective capital asset management

system.

We reviewed two Kk
first was a series of facility condition assessments. The reports covered 10

ey sources of i

nf o

years and were produced for the Cit
improvement plan. The improvement plan covered five years and was
devel oped through Metrods budget pr
Exhi bCapiot al pl anning informaton di
Facility Condition Assessment Capital Improvement Plan
Frequency ofl Unknown Annual
updates
Exclusions Demand work orders (3 buildings);| Unknown
Corrective work orders (1 building)
Codes Deficiency Number; Parent; Project
Classification
Metrics % of inventory typically maintained| None
VS not maintained
Source: Auditords Office analysis of Facility

201415 to FY 20222).

The fr

information direct shoterm plans. For example, a new assessment would
have needed to be available in 2020 to direct planned improvements from

equency of

FY 202122 to FY 20226.

updates about P35
difficult to tell if the improvement plan was informed by the condition
assessment. The improvement plan was updated every year. By contrast, the
condition assessment was last updated in 2015. Idealgngmgources of

Other details also varied between sources, which made comparisons between
them challenging. These differences made it difficult to see how projects in
the improvement plan would address needs identified in the assessment:
s Scopes may have differed.he condition assessment noted where
information was missing, whereas the improvement plan did not. For
example, none of the reports included demand work orders. And,
Hatfield Hall &s

el evator s, boi

Office of Metro Auditor
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captured. Without reconciling exclusions, it was hard to tell how
comprehensive the improvement plan was, compared to the
assessment.

s Different codes were usedUsing different codes made items harder
to track between sources. For example, the assessment used codes to
identify deficiencies, inventory and their component parts, while the
improvement plan only used codes to identify projects.

s There were no common metricsThe condition assessment reported
the percent of inventory typically maintained and not maintained. The
improvement plan did not contain any metrics.

In addition to establishing condition measures and performance standards
for capital assets, governments sho
capital assets to elected officials and make it available to the public. That
report should describe condition ratings and comparisons of actual to
budgeted expenditures and performance data. The condition measures and
related standards should be understandable.

The assessment presented a Facility Condition Index (FCI) analysis for each
building. However, it did not define what FCI or other terms, such as
RecapESL, meant. This made the analysis difficult to interpret. There was no
target or desired level to judge the values it contained. Without these
elements, it was hard to know what level of investment would be needed in
future years.

Exhi biAnallOysi s of building conditon

FCI Analysis
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$2,400,000 / 0.4000
O
$2,100,000 =
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$1,200,000 ,r—e—e
/
$900,000 o€ 0.0400
$600,000
0.0200
$300,000 I I
$0 - 0,0000
2016 2018 2020 2022 2024
B ceferredviaintensce [l Recapest [l Annualinvestment ~@-FCI
Source: ORequirements Forecasto Hatfield Hall I
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Planned and actual
spending on P’5

facilities was mostly

aligned

FCl is a condition measure that could be used to plan for capital asset
maintenance and replacement. Reporting measures compared to established
standards could help communicate th
managers across Metro and other jurisdictions. This could also help illustrate
how measures are used to plan and budget for capital maintenance and
replacement.

We compared information about actua
facilities in several ways. We found the amount and timing of capital
spending went mostly as planned.

First, we evaluated the amount PO85
improvements from FY 20046 toFY 2022 1. We found PG5
of the amount it planned to during that period.

P65 planned to spend about $32.2 mi
were budgeted in the first year of
about $28.1 million or 87% of that amount. That meant plans were

somewhat useful for predicting how much total spending would occur.

Exhi biOveXl sev@ppegaar 87 %WPof the amou

i n the frst year of each I mpro

Budgeted but not spent

Source: Auditords Office analysis of Metrofs f|
Improvement Plans, FY-IXie120201.

Second, we analyzed the timing of spending. We found a majority of the
amount P65 actually spent on projec
each improvement plan occurred in the years planned. That meant plans
were somewhat useful for predicting when spending would occur. Of the
$28.1 million P65 actually spent, $
was planned to be spent.

Office of Metro Auditor
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Some building
deficiencies may
not be addressed

The facility condition assessments identified seismic deficiencies, but there
was limited information about their costs and significance in the reports we
reviewed. The capital improvement plans did not identify if the projects were
designed to address the deficiencies in the facility condition assessments.
None of the information we reviewed during this audit provided assurance
that there is reliable information and a common understanding about the
cost of P65 building deficiencies.
l nvest ments could help ensure that
addressed, especially those that present potential health and safety risks.

Condition assessment reports lacked clarity about the cost of seismic
deficiencies at P65 facilities. Thi
deficiencies to other deficiencies. Each report identified one seismic upgrade
per building with an estimated cost. However, each report also listed three to
six seismic deficiencies per building, without cost estimates. When cost
estimates were included, they were difficult to interpret.

Metro | eaders were uncertain about
required. We heard that the Keller could be replaced completely. We did not
hear that the Schnitzer needed as much attention, although the condition
assessment identified twice as many seismic deficiencies at that building.
Without upto-date and complete information, it would be difficult for
decisiormakers to agree on which projects were most deserving of
resources.

More transparency could give Metro leaders, IGA partners, and the public

confidence that P05 building needs
information is especially important because certain projects may interrupt
facility operations. This could red

construction. Better information could also facilitate cooperation between
IGA partners to determine how many resources would be required to
renovate PO5 buildings.

Having a common plan for the future could make it easier to prioritize which
P65 projects to pursue and how to f
gui dance for making capital investn
nothavealonger m pl an for i mprovement of
for a plan showing 10 or more years, we received the condition assessment
reports of PO65 buildings. Then we r
that spanned eight years. We were told that it did not capture smaller items
that end up on the fivear plan. We were later told that there was a goal to
develop a master plan for the facilities including periodic, detailed
assessments.

Condition assessment reports produc
Asset Management Framework should be used to prioritize among the
deficiencies identified. But, it was unclear if Metro used the assessment
reports or the Cityds Asset Managen
improvement projects to pursue.

P’51GA
August 2022

18 Office of Metro Auditor



Many governments establish master plans to providerarigegrision

and strategies to manage existing assets and desired improvements. A vision
for facility investments would prov
COVID-19 pandemic and determines how to fund large capital projects.
Reaching agreement between Metro, the City and other parties will be
important before pursuing potential funding sources. The Facilities
Agreement allows the City or Metro to issue up to $40 million in bonds to
renovate P05 as soon as January 202
important to ensure decisiorakers have updated information about

building conditions with the estimated costs to improve them.

As P’5 recovers  After two years of reduced operations fromCOYIB, P65 f aced
from the impacts that were similar to the issues it faced 25 years ago after a financial crisis. A

phased approach to fulfill the PO5
of COVI D-;|.9, s Increase services and management to ensure that the spaces are well
Managing maintained and used.
priorities will help 1 Subsidize and nurture local arts organizations.

11 s feci s Provide outreach activities, an extensive education program, and access
fulfill its mission for broad range of citizens.

The information in this report summarized the need for a plan and funding
for P65 buildings among | GA partner
other issues affecting the organization. During the audit, we analyzed

I nformation that corresponded to th
While these are not all directly related to IGAs, we think they provide a

helpful framework for prioritizing among potentially competing initiatives as
P65 prepares for the next 25 years

Exhibit 12 A pbmasreageappaocmnmethn ¢
priorites

Increase services and managernent Lack of a facility master plan to
to ensure that the spaces are well guide maintenance, renovationg or
maintained and used new construction

1 Rising employee costs

Subsidize and nurture local art ¢ Undefined assumptions and

organizations strategy for the tiers and associated
rental subsidies of local arts
organizations

1 Potential additional revenue
(estimated at $425,000 to $980,000
annually) by reducing the number
of subsidized tiers for local arts
organizations

Provide outreach activities, an | ¢ Unclear goals and performance
extensive education program, Td measures for Diversity, Equity and

access for broad range of citizehs Inclusion (DEI) efforts

Source: Auditords Office analysis of 1998 MERC
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Recommendations

To manage financial and compliance
General Manager (GM) of Visitor Venues, Finance and Regulatory
Services (FRS) Director, and P65 E

1. Formally document current practices to ensure agreement among
IGA parties regarding the:
a. Scope and | evel of detaill of PO
b. Frequency of updates to P®&5 cap
c. Expectations for insuring the buildings.

To ensure PO65 buildings are safe a
GM of Visitor Venues and Deputy Chief Operating Officer (COO)
should:

2. Work with IGA parties to reach agreement on what facility
information will be used to evaluate the condition of facilities and
prioritize capital investments.

To i mprove Metrods capital i mprove
the GM of Visitor Venues; Deputy C
Asset Management Director; and FRS Director should:

3. Align the annual capital improvement plan with facility condition
assessments;

4. Track project completion; and

5. Update facility condition information when capital improvement
projects are completed.

To proactively manage potentially competing priorities, the COO; GM of
Visitor Venues,; Deputy COO; and PO

6. Developacostf fecti ve strategy to deve
facilities, programs, and services.

7. Develop a strategy to allocate resources among critical issues facing
PG5, i ncludi ng:
a. Stewardship of public assets;
b. Support for local arts organizations; and
c. Diversity, equity and inclusion efforts.
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S d The purpose of this audit was to determine if oversight of intergovernmental
COpean agreements (I GAs) was effective to

methodology (PG65) . OQur audit objectives were to

1. If IGA governance structures were clearly designed and functioning

effectively; and
2. If sufficient and reliable information was available to accurately plan for
and address P05 capital needs.

We focused our audit on i mplementat
and expenditure. Those included the:

s Agreement Regarding Consolidation of Regional Convention, Trade,
Spectator, and Performing Arts Facilities Owned and Operated by the
City of Portland and the Metropolitan Service District (Consolidation
Agreement)

s Oregon Convention Center Intergovernmental Agreement (Lodging
Agreement)

¢ Visitor Facilities Intergovernmental Agreement (Facilities Agreement)

To develop our audit objectives, we reviewed agreements governing Metro

and its partners regarding P65 and
analyzed P85 revenue and expenditur
conducted | imited tests of operatin
also reviewed facility condition as
expenses and resident company subsidies.

To identify criteria, we reviewed adopted budgets, Metropolitan Exposition
and Recreation Commission (MERC) and Metro Council legislation, as well
as strategic plans, performance standards, written policies and procedures,
and management reports. We also reviewed professional literature and prior
Metro and City of Portland audits o

To identify risks, we interviewed N
representatives from MERC and Portland Audit Services. We also attended
meetings of Metro Council and MERC and reviewed meeting information
from MERC and the P65 Advisory Comn

To assess IGA governance structures, we selected relevant provisions from
IGAs, conducted interviews, reviewed supporting documentation, and
estimated financial impacts of gaps between policies and practices. We also
developed organizational charts based on selected provisions.

To assess P05 capital planning effo
compared it to best practices from the Government Finance Officers
Association in the following areas:

¢ Capital asset management
¢ Master plans and capital improvement planning
s Multi-year capital planning
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To assess P05 capital spending effo
improvements and compared it to planned improvements.

This audit was included in the FY 282Judit schedule. We conducted this
performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis
for our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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Management response

Metro
Memo @

600 NE Grand Ave.
Portland, OR 97232-2736

Date: Monday, August 15, 2022
To: Brian Evans, Metro Auditor
From: Marissa Madrigal, Chief Operating Officer
Steven Faulstick, General Manager of Visitor Venues
SubjectManagement response to Portlandd5 | GA Audi

Auditor Evans:

Thank you for the opportunity to respond to t
agreements. We appreciate the time and attention spent evaluating these agreements and developing
recommendations. We agree that there is a need to clarify the roles and responsibilities where public
services are shared across jurisdictions, i mp
conditions, improve Metrods capital i mpr oveme
allocate resources for P5 venues. We support the findings and recommendations.

As previously shared, we are launching two projects that the audit results will inform significantly:
Venues Visioning and the Keller Future. The timeline for each project starts in fiscal year23. We
anticipate full completion of the audit recom
completion date. As of August 2022, we expect completion of these projects by July 2024.

Following your recommendations, we will work with department stakeholders to update the
agreements and the evaluation procedures. Below are our responses to specific audit recommendatic
where we identify the next steps.

Recommendation1To manage financial and compliance r
Manager (GM) of Visitor Venues, Finance and R
Director should:

1. Formally document current practices to ensure agreement among IGA parties regarding the:
a . Scope and | evel of detail of P05 financi
b. Frequency of wupdates to P&5 capital ass:
c. Expectations for insuring the buildings.

ResponseManagement agrees with this recommendation. Staff will document current practices as
noted above and provide the documentation to the IGA parties.

Recommendation2To ensure P05 buildings are safe and
Visitor Venues and Deputy Chief Operating Officer (COO) should:

2. Work with IGA parties to reach agreement on what facility information will be used to evaluate
the condition of facilities and prioritize capital investments.
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ResponseManagement agrees with this recommendation. With such a dynamic history, it is critical
that all IGA parties agree to evaluation criteria, in order to make better decisions about future capita
investments. Metro management will begin discussions with IGA parties in FY23.

Recommendation3To I mprove Metrods capital I mpr ovemeé
GM of Visitor Venues,; Deputy COO; P05 Execut
and FRS Director should:

3. Align the annual capital improvement plan with facility condition assessments;
4. Track project completion; and
5. Update facility condition information when capital improvement projects are completed.

ResponseManagement agrees with this recommendat.
improve strategic asset management, staff will continue to work with the City of Portland as the
property owner to identify capital needs in alignment with facilities condition assessment and the
shared framework for prioritizing investments. Based on an updated shared understanding of
responsibilities and priorities, this may identify capital improvements that will need to be
incorporated in Metrods capital pl anning pro
be a high priority and staff in Capital Asset Management and FRS will prioritize better
communicating project completion, information and aligning facility condition information with
project completion reports.

Recommendation 4.To proactively manage potentially competing priorities, the COO; GM of
Visitor Venues,; Deputy COO; and P&5 Executiwv

6. Developacogf f ecti ve strategy to develop a reg
services.

7. Devel op a strategy to allocate resource:
a. Stewardship of public assets;
b. Support for local arts organizations; and
c. Diversity, equity and inclusion efforts.

ResponseManagement agrees with this recommendation. The Venues Visioning project will
include the development of a regional vision
will develop a strategy to allocate resources for critical issues outlined in this recommendation as a
part of the Venues Visioning project. The history, current status, and future direction of the above
items will be evaluated in that process.

| want to express my gratitude to you and your team for performing this audit and for the
opportunity to submit a management response.

Sincerely,

Marissa Madrigal, Chief Operating Officer
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